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INTRODUCTION 
Land ownership by individua l f arm operators ha s been a pr ominent 
feature of American agriculture. There are four major ways f or an 
individual to obtain ownership of land: (1) inheritance ; (2) cash pur -
chase; ( 3) credit-financed purchase ; and (4) some combination of these 
three methods. The proportion of credit-financed farmland transfers has 
increased rapidly since World War II. However, financing has become 
increasingly difficult as land prices and farm size have increased be-
cause of the amounts of capital required for down payment. Concomitant 
with increases in land prices, farm size and down payment, the use of 
the land contract to obtain ownership has grown significantly throughout 
the nation, particularly during the past decade . 
The land contract is known by several names in different l ocal-
ities . Other names for the land contract include: installment l and 
contract, purchas e contract, sales contract, installment contract, con-
tract for the sale of l and , contract for deed, bond for deed and bond 
for title {l, p. 5) . It will be referred t o in this thesis as the land 
contract . 
Through reducing the ini tia l payment, a land contr act may grea tly 
reduc e the number o f pr oductive years a young man spends in r e nting a 
f arm whi le trying to accumulate the down payment. Thi s type of l ow 
equity financing has enabled many farm families to avoid the restric-
ti ons that l aw c apital accumulation and mor t gage financing can place on 
the acreage and qua lity of land they buy. Without the l and contract , 
accumulation of suff icien t capita l t o make the down payment and internal 
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capital rationing constitute problems faced by many capable buyers . 
Accumulating adequate capital to make the down payment is not a suffi-
cient condition to a successful credit-financed farmland purchase. 
Ample operating capital to allow accumulation of additional capital and 
to fulfill his repayment schedule is an important consideration to the 
buyer. 
This study was designed to analyze the financial experiences of 
buyers who have purchased farmland with the land contract. 
Nature of the Land Contract 
The land contract is simply a written agreement between the buyer 
and the seller to transfer ownership of land. The buyer promises to 
pay the agreed purchase price in installment payments over a period of 
time . The buyer takes possession of the property and assumes the cost 
of property taxes, insurance and maintenance of improvements. Under the 
land contract the seller usually does not transfer legal title to the 
buyer until the last installment has been completed or until terms of 
the contract permit a shift to mortgage financing . Under a deed and 
mortgage the title passes to the buyer when the transaction is made. 
The down payment under a land contract is usually smaller than is 
normally required when a mortgage is used. Although a low down payment 
is legal in a sale with either a mortgage or a land contract, few 
sellers are willing to accept a low down payment under a mortgage 
arrangement. In the case of a default under a mortgage, expensive and 
complicated legal foreclosure proceedings may be necessary before the 
seller can regain title to the property . The defaulting buyer has a 
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r edemption period of one year . If t he ~uye%' makes good his default 
during t his period , he is allowed t o ret&in the fa~m . 
If the l and c on tract of the defaulted buyer con t ains a f~rfeiture 
clause, the sel ler can repos sess the farm on 30 days notice t hrough t he 
inexpensive legal process of f or feiture (15, p . 15) . 11te seller si1t1ply 
gives written notice t o the buyer that the land contract will ~e for -
feited within 30 days i f t he buyer doesn 1 t f ul fil l the provisions in 
default . If t he buyer re~edies his default wi thi n the 30-dsy grace 
per i od, b e can maintain his rights to the f arm . 
The Use and Importance of Land Contracts 
The land con t ract has been used many years i n t he field of farm 
finance and i n the Midwest since it wss first settled . The rai lroads 
used it widely in disposing of t heir l ands in some ar eas . "nle land 
speculators used i t extensively in selling l and t o pioneer fainner s 
(2 , P · 7). 
In t he late 1920 ' s and in t he e~rly 1930 ' s t he l and con~ract 
method of buying a farm was i n bad r epute . As a resul t o f t he char-
acteristically l ow down payment, it repr esented the purchase of a far~ 
on a ''shoe-str i ng " basis . Low farm product prices often left t e h.inner 
i n trouble. 
The Federa l Land Banks, i n sur ance companies and other credi t 
agenc ies used t he l and cont ract i n dispos i ng of lsnd they had acquired 
through mortgage forec l osures in the 1930 1 s ( 2, p . 7) . They found t hem-
selves with a l arge number of farms t o sell in a peri od when t here was 
a limited number o f purchasers with sufficient funds t o meet the capital 
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requirements for a mor tgage arrangement. Since Federal Land Banks and 
the li fe insurance companies were unwilling or unable to accept loans 
under low down payment, farmers turned to individuals who were more 
willing t o extend higher risk l oans . 
For the period 1940 to 1958, 11 • f arm buyers apparently 'could 
d..> no wrong' pricewise" (8, p. 3) . Farm real estate prices r ose and 
this was generally a favorable period for debt repayment . During this 
period , the use of land contracts increased markedly in Iowa and else-
wher e in the nation. An increasing number of farm families are using 
t he land contract as a means of acquir ing ownership of their farms. In 
1946, 6 .9 percent of the farmland purchases were f inanced through land 
contract arrangements and by 1956 the proportion had doubled t o 14 per-
cen t (6, p . 1). By 1960, the proportion of farml and transfers financed 
by land contracts had increased sharply to 42 percen t (2, p. 31), which 
r epresents a three f old increase in four years. 
Harris and Roan have suggested four major explanations for thi s 
increase in the use of land contracts (6, p. 2). First, income tax 
processes provide incentives for sellers to practice installment selling. 
If the seller receives over 30 percent of the purchase price in the year 
of the sale, he must pay capital gain• tax on the entire gain. Second , 
heavier capital requirements must be me t today for farmers to operate 
an efficient busines s. By using a land contract with a small down pay-
ment the buyer reduces the initial capital requirement. Third, the 
se ller may pref er a land contract because he is not familiar with other 
inves t ments and considers the f arm he previously owned to be the bes t 
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security for his money . Fourth, the supply-demand situation in the farm 
rental market forces many farmers to buy land or go out of farming. Due 
to f arm enlargement the number of farms available for renting is being 
reduced . 
Two minor reasons have also led to the increased use of the land 
contract as a means to finance farmland transfers . The contract has 
been used in some cases by the buyer to add land to an already existing 
farm unit. And a few sellers have used the land contract as an es tate 
plan t o distribute property within the family. 
With the increasing amounts of capital needed to organize a f arm 
business it seems like ly that land contract sales will become an even 
more i mportant means of t ransferring farm ownership in the future 
{17, p . 977 ) . As f armland prices move higher in relation to ne t f arm 
i ncome , it becomes increasingly difficult for l and buyers to accumulate 
the capital required f or e ither a cash purchase or even a mortgage loan 
requiring a substantial down payment. 
The Probl em and Its Setting 
Farm land values in general have increased almost steadily s ince 
1940. During most of the 1950 's net farm incomes have had a t endency 
to dec line but land values have risen. Shepherd states tha t from 1947-
49 to 1959, the value of farmland and bui ldings per acre rose 68 percent 
despite a decline in net f arm income (16, p . 8) . 
The factors that have been at work to incr ease farm l and values 
have been s uggested by Murray and Maas (12, p . 3) . They are (1) farm 
enlargement, (2) increased use of contract pur chase agreements, (3) good 
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crops, (4) Government feed-grain program , and (S) purchase of rural 
dwellings and acreages in areas near c ities and t owns. 
Accumulating sufficient capi tal t o become an owner, while relying 
en conven tional credit arrangements for t he balance, has become increas-
ingly difficult . The fa rmer who is just able t o get hold of enough 
capital t o gain control o f suffici ent l and for an operating unit may 
find that he has severely limited hi s operating capital. Hi s r e tu r ns 
may be too small to mee t the payments on his borrowed capital or t o 
a llow accumulation of a dditional capital . Shortage of capital may re-
sult in uneconomic use of other agricultural resources. 
11\e amount of machinery and equipment used in modern farming far 
exceeds that of a decade ago and the t rend is increasing. New methods 
o f feeding and caring for livestock require additional capital outlay . 
In 1962, the total farm capital invested in a commercial cash grain farm 
in t he Cor n Belt averaged $118 ,220 ( 19, p. 2) . This is an indication 
o f the problem of obtaining sufficient capital to gain ownership of a 
farm today. 
In t he United Sta tes, 44 percent of the farmland transfers were 
credit-financed in 1946 . In 1961-62, a record high of 80 percent of 
411 farmland transfers were cred i t-fi nanced (20, p. 10). 
The r ise i n the value of farmland has brought about the diffi culty 
in ub taining control of sufficient capital t o purchase a farm. This 
situation is aggravated fu~ther by the increased non-real estate capital 
requi r~ments. The problem that faces future farm land owners is obtai n-
irg control of adequa t e capi tal t o purchase an efficient operation and 
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t o keep from restricting capital which prevents or deters future finan-
cia l progress. 
Objectives of the Study 
The major objective of this study was to examine the debt-carrying 
experiences and financial progress of farmers who have financed the pur-
chase of farmland with the land contract. This major objective has been 
d i vi ded into four more specific objectives which are as follows: 
(1) de t ermine the size and form of debt load that Iowa farmers have 
carr i ed under prevailing conditions of recent years; (2) examine the 
f inancial progress on the basis of both deflated and market value of 
as sets; (3) study the amount and growth of working capital; and (4) 
analyze the s i ze of the total debt load i n re lation to equity or total 
assets . 
Methods and Procedure 
Thi s study is a continuation of a study conducted jointly by Iowa 
State University and by the Agricultural Law Center, State University 
of Iowa, in 1956. The 1956 study was concerned with an analysis of the 
use of the land contract in acquiring farmland in Iowa . It also includ-
ed an analysis of the laws that control the use of this credit instru-
ment. The analysis of the 1956 study was based largely upon four 
sources of information: (1) library research, (2) courthouse investi -
gation , ( 3) field interviews and (4) discussions with farm leaders and 
ot hers who advise on these matters. 
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The sample and data 
The samp l e for this study is identical t o the usable questionnaires 
of the 1956 s tudy . The original sample was ob t a ined by di v iding the 
state into five economic areas and two counties were chosen at random 
from each of these f ive areas (Figure 1) . A sample was obtained in each 
county from the county recorder's records of t he l and contracts written 
between J uly 1, 1951, and June 30, 1956 . The land con tracts written 
on urban property and on r ur al land of l ess than 80 acres were eliminat-
ed. 
In 1956, 154 usab l e buyer questi onnaires were obtained and these 
buyers comprised t he sample for the 1962 study. In the summer of 1962 
an attempt was made to interv i ew all 154 of these buyers. Twenty-two 
of these buyers had sold the i r farms and moved . They wer e not i nt er-
viewed but their reason for selling was ob t a ined. Six farmers refused 
to be interviewed and two owner s who live outside t he s t ate di d no t 
return mai l ques ti onnaires sent to them. The 124 intervi ews ob t a i ned 
i nc l uded 39 buyers who were r e lated to the seller and 85 buyers of no 
~elati on to the se ller (Table 1) . 
The 1956 s tudy included intervi ews of 34 sel l ers and the data 
obta i ned were used t o compare wi t h the buyer ques tionnaires. No sellers 
were interviewed in 1962. 
lbe questionnaires for the 1956 study were designed t o evaluate 
~he economic-legal consequences of l and contrac t s. Informati on obtained 
in 1956 that is being used in thi s study includes purchase price , da t e , 
tlown payment, annua l payment, interes t ra t e, s i ze and type or farm, age 
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Figure 1. Location of counties in sample including the number interviewed in each county 
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Table 1 . Characteristics of the sample of land contract buyers, 1962 
Number 
Item of comparison Not related Related Total 
Number that sold their farms 18 4 22 
Number of refusals 4 2 6 
Number of mail questionnaires 
not returned 2 0 2 
Number of interviews obtained 85 39 124 
Total 109 45 154 
of the buyer and family relationship, if any, between the buyer and the 
seller. 
This study involves six to ten years experience with low equity 
financing. The interview schedule reflected a record of the buyers 
financial experiences with the contract. This required obtaining com-
plete net worth statements for the year that the farm was purchased and 
for 1962. A record of the payments, net farm income and off-farm income 
was also obtained. Copies of the interview schedules are on file at 
the Department of Economics and Sociology, Iowa State University. 
Method of analysis 
The family relationship between buyer and seller frequently has an 
influence on the purchase price and conditions of the contract. For 
this reason most of the tables were divided into three parts: (1) non-
relatives, (2) relatives and (3) total. This allowed a comparison 
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between relatives and non-relatives and a combined presentation of the 
overall effects. 
Beginning net worth and financial progress were used to classify the 
data into three levels (low, medium and high) with equal numbers in each 
group. Financial data were not obtained from all the buyers interview-
ed . Complete balance sheets were obtained from 78 non-relatives and 38 
r elatives. The analysis of the chapter on capital interrelationships 
pertains to these 116 buyers. 
Financial progress and net farm income were analyzed by multiple 
regression. In order that there would be complete data for all of the 
variables used, the number of observations was limited to 114. The 
multiple regression was used to explain the data and no attempt was 
made to use it as a predicting equation . 
Sequence of analysis 
The findings of this study are presented in the next two chapters. 
The following chapter is a discussion of the characteristics of the 
sample. 'nlese characteristics are analyzed in three sections: (1) 
obtaining ownership, (2) method and nature of payments, and (3) current 
status of land contracts. 'nle next chapter consists of capital inter-
relationships. The capital interrelationships are analyzed in five 
sections : (1) nature of the debt structure, (2) aspects of financial 
progress, (3) mul tiple regression analysis of financial progress, 
(4) attributes of net f arm income and (5) multiple regression analysis 
of net f arm income. 
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Following the findings of the study , the final chapter contains 
the summary and conclusions. 
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CHARACTERISTICS OF THE SAMPLE 
Obtaining Ownership 
One of the primary goals of Iowa farmers since settlement began 
in the 1830's has been the ownership of the land they operate. Today 
land ownership depends, in many cases, on the methods of transferring 
lands from operator to operator or from generation to generation in 
the case of family transfers . 
The mortgage has been a traditional symbol in credit-financed 
farmland transfers. Since World War II there has been rapid growth in 
the use of the land contract . Land contracts have increased in relative 
importance with respect to mortgages . In the United States, the pro-
por tion of sales financed by mortgages and contracts increased at about 
the same rate from 1946 to 1953 . Since that time the proportion of 
mortgage sales have remained at about one half of all transfers each 
year, but the use of land contracts has continued to increase rapidly 
(20, p. 11). Consequently, the number of cash sales have been declining 
rapidly since 1946. 
As Fitzgerald (3 , p . 66) points out, " ... buyers, particularly 
young farmers who are long on ambition and determination but short on 
cash, are finding land contracts a big help in acquiring ownership of 
their own farms." One of the chief characteristics of the land con-
tract is that it allows the buyer to acquire ownership of the land with 
a low down payment . The down payment with a land contract is usually 
substantially lower than it is with the conventional mortgage arrange-
ment . With the mortgage arrangement the down payment is usually from 
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35 to 50 percent of the purchase price as compared to an average of 
about 20 percent with the land contract. The range of down payment to 
purchase price varies widely with the contract . In this study the range 
was from O to 50 percent. The average down payment was 20.9 percent of 
the purchase price (Table 2). 
The down payment amounted to 23.l percent of the purchase price 
for those buyers who were not related to the sellers with an average 
down payment of $7,295. The average down payment for the related 
buyers was $4,198 which amounts to 15 .6 percent of the purchase price. 
Thus, non-relatives made somewhat larger down payments, both in percent-
age and amount, than relatives. The down payment by the related buyers 
was only 58 percent of the size of that paid by non-relatives. 
Buyers that are financially able usually desire to pay a larger 
proportion of the purchase price at the time of the sale so there will 
be a smaller unpaid balance to pay interest on. Table 2 shows the 
relationship between the level of beginning net worth and the size of 
the down payment . In general, the size of the down payment varies 
directly with the level of the beginning net worth. At first, this 
general r ule does not appear to hold in the relative group. The 
medium and high levels of beginning net worth averaged $5,157 and 
$4,923 down payment, respectively. This can be explained by the fact 
that 3 of the 13 buyers in the high net worth group paid no down pay-
ment . If we take the ten respondents that made down payments, the 
average is $6,400, substantially larger than the $5,157 the medium group 
paid down . If there had been a sufficiently large number of observa-
, . 
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Table 2. Comparison of purchase price and down payment 
Level of 
beginning 
net worth 
Non-Relatives 
Low 
Medium 
High 
Average 
Relative 
Low 
Medium 
High 
Average 
Total 
Low 
Medium 
High 
Average 
Purchase price 
Respond- Average 
en ts amount 
(number) (dollars) 
26 
26 
26 
78 
13 
12 
13 
38 
39 
38 
39 
116 
19762 
32273 
42730 
31588 
19712 
29985 
31200 
26886 
19745 
31550 
38886 
30048 
Range 
(dollars) 
3600- 40250 
10250-112000 
6000-150000 
3600-150000 
5920-36400 
7188-48000 
10600-48000 
5920-48000 
3600- 40250 
7188-112000 
3600-150000 
3600-150000 
aDown payment divided by purchase price. 
Down payment 
Average 
amount Range 
(dollars) (dollars) 
3662 
6505 
11718 
7295 
2588 
5157 
4923 
4198 
3304 
6080 
9453 
6281 
0- 9000 
500-30000 
0-30080 
0-30080 
0- 7140 
500-10000 
0-18000 
0-18000 
0- 9000 
500-30000 
0-30080 
0-30080 
Ratioa 
(per-
cent) 
18.5 
20.2 
27.4 
23.1 
13.l 
17.2 
15.8 
15.6 
16.7 
19.3 
24.3 
20.9 
tions in this group, we would expect the average of the high group to be 
larger than the average for the medium level of net worth. 
The relationship of the level of the beginning net worth to the 
purchase price is positive. That is, as the level of beginning net 
worth increases the amount of the purchase price increases. The size 
and class of farm purchased are the two main factors that cause this 
type of relationship. The class of farm refers to the Federal Land 
Bank classification of farms. The Federal Land Bank classifies farms 
as A, B, C, D and E. However, there were no class E farms in the 
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sample . The standards used for various classes of farms are applicable 
t o all parts of the country . There is no basis for rating the best 
farm in a given area or county as an A farm and grading down therefrom . 
The factor s considered in classifying a farm are : the soil, size 
of the unit in relation to the type of farming, normal net earnings, 
ability of t he farm to support indebtedness and the community in which 
t he f arm is located . 
The low net worth group bought smaller farms than the medium and 
high groups (Table 3). This group also bought all but one of the 
class D farms . Since there is a small difference in size between the 
medium and high net worth groups, 170 and 173 acres respectively, the 
$7 ,300 difference in the purchase price must be attributed largely t o 
t he class of farm purchased . Almost hal f of the far ms purchased by 
the h igh net worth group were class A and B farms and over 80 percent 
o f the farms purchased by the medium group were class C farms. 
Tabl e 3 . Relation of beginning net worth to class of farm purchased 
Level of Size of Class of f arm 
beginning farm A B c D 
net wor th (acres) (number of respondents) Total 
Low 139 3 3 26 7 39 
Medium 170 0 6 31 1 38 
High a 173 6 12 19 0 37 
Total 160b 9 21 76 8 114 
a Two of these f arms were not classified . 
b Aver age number of acres. 
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Lower-priced farms tend to be more attractive to buyers with low 
net worth because they are more within the range of their capital 
resources. Small or low class farms are usually the lower-priced 
farms. Reiss (14, p. 24) points out that before purchasing this type 
of land buyers should consider the position in which buying would put 
them with respect to: (1) needed improvements on such land; (2) the 
effect such a purchase would have on the availability of credit for 
operating capital; (3) the possible level-of-living sacrifices that 
may be involved; and (4) the returns they could get from the same 
dollar investment in a smaller acreage of high-quality land. 
Many times the land contract is the only way buyers can obtain 
credit and hence, ownership. In 92.7 percent of the cases, the buyers 
indicated they could not have bought their farm had it not been under 
a land contract (Table 4). The two main reasons given were that the 
down payment would have been too large with a mortgage and that the 
seller would only sell under a land contract. In some cases both 
reasons were given. Almost 80 percent indicated that the down payment 
would have been too large. As expected, 87 percent of the relatives 
gave this reason as compared to 75 percent of the non-relatives. This 
follows from the fact that almost 70 percent of the relatives had 
down payments of $5,000 or less and a little less than 50 percent of 
the non-relatives had down payments that were this small. 
With a down payment of $5,000 or less, 54.8 percent of the buyers 
acquired ownership to their farms. This emphasizes the advantage of 
t he land contract to buyers in acquiring ownership. 
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Table 4. Influence of contracts on acquiring ownership 
Reasons8 
Buy only Down Only sell Down payment 
with payment under $5,000 
Respondents contract too large contract or less 
Relation (number) {percent) {percent) {percent) {percent) 
Non-Relatives 85 92.9 75.3 56 .5 48 . 2 
Rela tives 39 92.3 87 .2 43.6 69.2 
Total 124 92.7 79.9 52.4 54.8 
a 
Both reasons were given in some cases. 
A buyer may refuse to borrow capital for either of two reasons: 
(1) the manager's psychological discount of returns due to uncertainty 
or (2) the inability of the borrower to obtain all of the capital 
which he might desire at current interest rates (7, p. 550). The 
first reason is known as internal credit rationing. The second reason 
is called external credit rationing . 
In this study, 20.l percent of the buyers designated that their 
capital had been restricted (Table 5) . Restriction of capital occurred 
less among relatives, 12.9 percent, than among non-relatives, 23.6 per-
cent. It appears that the relatives either have received more family 
assistance or the reputation of the seller has made more credit avail-
able to them. 
Although 20.1 percent of the buyers designated that their capital 
had been restricted, only 4 .8 percent said they had actually been handi-
capped in obtaining credit. Internal credit rationing appears to be 
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Table 5 . Internal credit rationing engendered by the land contract 
Relation 
Non-Relatives 
Relatives 
Total 
Capital restricted 
(number) (percent) 
20 
5 
25 
23.6 
12.9 
20 . 1 
Handicapped in getting credit 
(number) (percent) 
4 
2 
6 
4.7 
5 . 2 
4 .8 
much mor e important than external credi t r ationing . 
'nle farmer who is committed to a high repayment schedule may 
impose restrictions upon himself and his family so that he can meet 
the payments . Table 6 shows that 16 . 2 percent of the buyers' living 
expenses had been restricted since they bought their farms on land 
contr act. There appeared to be little difference between relatives 
and non-relatives. 
One of the main disadvantages of the land contract to the buyer 
is that in case of default he forfeits his capital improvements and 
h is previous payments. 'nlis uncertainty frequently makes the buyer 
hesi tant toward making capital improvements. Fourteen of the 124 
Table 6. Restrictions resulting from the contract 
Relation 
Non-Relatives 
Relatives 
Total 
Deterred improvements 
(number) (percent) 
9 
5 
14 
10.8 
12.8 
11.2 
Restricted living expenses 
(number) (percent) 
13 
7 
20 
15 . 3 
18 . 0 
16 . 2 
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buyers answered that the use of the land contract had deterred them 
from making permanent improvements . 
Method and Nature of Payments 
One of the advantages to both the buyer and the seller is the 
f lexibility of the land contract . Flexibility is important in t he l and 
contract to allow both the buyer and the seller to compromise in 
setting up the repayment schedule. The size and time of payments vary 
widely to meet the demands of both the buyer and the seller . The sell-
er may demand that the annual payment be of a certain minimum amount 
to mee t his living expenses. The buyer may prefer to make high annual 
p~yments to retire the debt as rapidly as possible or he may want t o 
rul!'.lke low annual payments since real estate credit is usually cheaper 
than operating credit. 
Th6 total amount obligated in purchasing a farm is equal to the 
principal plus the interest. The amount of the down payment has a 
direct effect on the total amount paid. The more the buyer pays down 
the soal l er the unpaid balance will be on which he must pay interest. 
The seller may be interested in the tax advantages of a l ow 
down payment. In this case he can receive up to 30 percent of the 
purchase price in the year of the sale and still qualify for possible 
tax advantages of income compared with capital gains. In this study 
t he down payment averaged 20 . 9 percent of the purchase price (Table 
2) . 
The average total annual payment for all buyers was $2,029 (Table 
7) . The range of annual payments was from $100 per year to $8,000 per 
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Table 7. Comparison of payments and term of contract between net 
worth groups 
Level of Term 
beginning Down Annual Pre- Interest of 
net worth payment payment payment rate contract 
(dollars) (dollars) (dollars) (percent) (years) 
Non-Relatives 
Low 3662 1391 593 4.04 16.8 
Medium 6505 2070 2246 3.83 14.6 
High ll718 3003 5346 4.15 12.9 
Average 7295 2155 2728 4.01 14.7 
Relatives 
Low 2588 1703 438 3.62 16.2 
Medium 5157 1620 5144 2.92 20 . 7 
High 4923 1978 3346 3.85 17.6 
Average 4198 1771 2919 3,47 18 .1 
Total 
Low 3304 1495 542 3.90 16.6 
Medium 6080 1928 3161 3.54 16 .0 
High 9453 2661 4777 4 .05 14.2 
Average 6281 2029 2791 3.83 15.6 
year. The size of the annual payment and the term of the contract 
usually vary inversely. The annual payment is the yearly installment 
on the unpaid balance after the down payment is made. If this install-
ment is small it will require a longer period of time before the unpaid 
balance is retired . 
In some cases, with a low annual payment and a short land contract, 
the total purchase price is not paid by the end of the land contract. 
This lump-sum payment that remains, called the balloon payment, is due 
when the land contract expires . In some land contracts there is a 
provision for prepayments on the principal. This provision allows the 
22 
buyer to pay additional amounts of the principal in periods when income 
is high. Usually there is a limit on the number of future installments 
the buyer can pay at any one time. The prepayment over the term of the 
land contract may eliminate the actual balloon payment. The possible 
balloon payment at the time the land contracts were written averaged 
$6,391 for all buyers . The average amount of prepayment by 1962 was 
$2,791 . 
In general, prepayments increased as the level of the beginning 
net worth increased . The exception to this trend was in the medium net 
worth group of the related buyers . This can be attributed to the 
relati ve low annual payment required of this group, thus, leaving more 
of the income for the prepayment. 
Interest is the payment for the use of money . It is also compen-
sation for the risk taken by the lender. The average interest rate 
charged buyers was 3.83 percent (Table 7). There appears to be no 
consistent relationship between the level of net worth and the rate of 
interest charged . Non- relatives paid .54 percent higher interest rate 
than did buyers related to the sellers . 
Table 8 indicates that the class of farm being purchased has an 
influence on the rate of interest charged. One of the factors used in 
classifying farms is the ability of the farm to support indebtedness. 
Class C and D farms represent higher risk loans than class A and B 
farms . In general, the rate of interest increases as the risk involv· 
ed increases . 
Usually risk incr eases as the size of the down payment decreases . 
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Table 8 . Relationship between class of f arm and interest rate 
Item of 
comparison 
Interest rate 
A 
(percent) 
3.50 
Class of farm 
B C 
(percent) (percent) 
3.59 3.93 
D 
(percent) 
4.65 
'nlis consideration suggests the possibility that high interest rates 
may be associated with lower down payments under land contracts (2, 
p . 29) . Table 9 shows that low down payments are not associated with 
high interest rates in this study . The rate of interest charged on 
land contracts in this study compares favorably with charges under a 
purchase money mortgage (6, p . 65) . 
The annual payments used for comparison in this study are the 
payments for the first year of the land contract . Interest payments 
are the heaviest at the beginning of the land contract because of the 
large unpaid balance at that time. The only annual payments that would 
remain the same throughout the land contract are those that were set 
up on the Standard plan . In the Standard plan, the proportion of the 
Table 9 . Relationship between size of down payment and interest rate 
Item of 
comparison 
Interest rate 
Low 
(percent) 
3.63 
Size of down payment 
Medium 
(percent) 
3.89 
High 
(percent) 
3,95 
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payment devoted to principal increases each year and that going to 
interest decreases. 
The Springfie ld plan was the only other type of plan found to be 
in use in this study. Under this amortization plan the borrower pays 
the same amount of principal each year. With the Springfield plan the 
buyers ' total payments decrease each year . The Springfield plan was 
found to be the most common amortization plan in use. It was used by 
91 . 9 percent of the buyers (Table 10). 
Table 10. Comparison of payment plans 
Plans in use Possible new Elans 
Spr ingfield Standard Accelerating Delayed payments 
Relation (per cent) (percent) (percent) (percent) 
Non- Relatives 90.6 9 .4 18.1 13.3 
Relatives 94.9 5.1 11.1 18.9 
Total 91.9 8.1 16.0 15.0 
The buyers were asked if an accelerating plan or a delayed pay-
ments plan would have been better as an amortization plan for them. 
With the accelerating plan the payments on the principal would be 
small for the first few years and would increase in size over the term 
of the land contract. This would give the buyer an opportunity to 
c l ear hi s debt on livestock and machinery or accumulate a cash reserve 
for operating expenses. The delayed payments plan would simply delay 
the initial payment on the principal for two or three years. 
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Several buyers said these two plans could help young buyers to get 
started but they were opposed to it in their particular case because 
the interest cost would be higher . Sixteen percent of the buyers 
designated the accelerating plan would have helped them (Table 10) . 
'nle delayed payments plan was favorable to 15 percent. A disadvantage 
of these plans to the buyer is that the total interest cost would be 
higher. 'nle higher risk involved for the seller in case of a low 
down payment and an accelerating or delayed payments plan would be a 
disadvantage for him . 
Almost 75 percent of the buyers had only one payment per year 
(Table 11). Semi-annual payments were made by 24 . 2 percent of the 
buyers and 2 of the 124 buyers made their payments quarterly. Timing 
of payments could be important to some buyers . A hog feeder might 
prefer making two smaller payments each year where the cattle feeder 
would rather make one payment at market time. 
Buyers usually had some degree of coordinat i on between periods of 
high income and payment dates. In 87.8 percent of the cases the buyers 
Table 11. Comparison of number of payments per year 
Annual Semi-annual QuarterlI 
Relation (number) (percent) (number) (percent) (number) (percent) 
Non-Relatives 61 71.7 23 27.1 l 1.2 
Relatives 31 79.5 7 17.9 1 2.6 
Total 92 74.5 30 24.2 2 1.6 
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claimed their payments were coordinated with their income (Table 12). 
However, 25.8 percent of the buyers had to borrow money to meet their 
payments one or more times and 30.6 percent had made at least one late 
payment . 
There appears to be a substantial difference between relatives and 
non-relatives in meeting their payments. Late payments have been made 
by 38 .5 percent of the relatives as compared to 27 . 1 percent of the 
non-relatives (Table 12) . In almost all of the cases the buyer noti-
fied the seller or made some type of arrangement concerning the late 
payment. About 30 percent of the non-relatives have had to borrow to 
meet their payments in contrast to only about 15 percent of the rela-
tives. Factors that could account for this difference could be family 
ass istance and the larger proportion of relatives that make late pay-
men ts . 
One of the main disadvantages of the land contract for the buyer 
is that in case of default, he loses his capital improvements and pre-
vious payments on the land contract. The buyer only has a grace period 
Table 12 . Coordination of payments with income 
Buyer's opinion Borrow for payments Late payments 
Relation (percent) (percent) (percent) 
Non-Relatives 87.0 30 . 6 27 . 1 
Relatives 89 .5 15.4 38.5 
Total 87.8 25 . 8 30.6 
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of 30 days in which to make up an overdue payment. Sixty-nine percent 
of the buyers specified that they would change the grace period if it 
were possible (Table 13). 
Table 13. Buyers' reaction to the length of the grace period 
Desired change 
Change 1 9 6 3 2 15 
grace Year Months Months Months Months Days 
period (per- (per- (per- (per- (per- (per-
Relation (percent) cent) cent) cent) cent) cent ) cent) 
Non- Re la ti ves 75.0 28. 3 3.3 25 .o 15.0 25 .o 3.3 
Relatives 56 . 5 18.1 4.5 18 .1 40 . 9 13.6 4.5 
Total 69.0 25.5 3.6 23.1 21.9 21.9 3.6 
A greater proportion of the non-relatives, 75 percent, than of the 
relatives, 56.5 percent, would like to change the grace period . All 
but 3.6 percent of the buyers would like to have a longer grace period. 
It appears the relatives were less concerned about the grace period 
than the non-relatives. 
With the rise in farmland values it has become increasingly dif-
ficult to obtain sufficient capital for the down payment . Table 14 
shows the effect of the down payment on the operating capital as class-
ified by the relation of the buyer. The proportion of the non-rela-
tives, 29.4 percent, that stated they had limited their operating 
capital by paying too large a down payment was substantially larger 
than the proportion of relatives, 5 . 1 percent. This can best be 
explained by the over $3,000 difference in the size of the down payment 
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Table 14. Effect of down payment upon operating capital classified by 
relation 
Relation 
Non-Relatives 
Relatives 
Total 
Limited 
operating capital 
(percent) 
29.4 
5.1 
21.8 
Larger Down 
down payment payment 
(percent) (dollars) 
32.9 7295 
38.5 4198 
34. 7 6281 
of the two groups. The non-relatives had an average down payment of 
$7,295 as compared to $4,198 for the related group. About 35 percent 
of the buyers designated they could have made a larger down payment 
if it had been required . 
Table 15 emphasizes the effect of the down payment on the operat-
ing capital when classified by the size of the down payment. Forty-
four and one-half percent of the high down payment group restricted 
their operating capital by paying too much down. In general, as the 
size of the down payment increased the proportion of the group that 
Table 15. Effect of down payment on operating capital classified by 
the size of the down payment 
Size of 
down payment 
Low 
Medium 
High 
Range 
down payment 
(dollars) 
0-3000 
3363-7000 
7140-30080 
Limited 
operating capital 
(percent) 
18.5 
37.0 
44.5 
Larger 
down payment 
(percent) 
42.9 
21.4 
35. 7 
29 
limited their operating capital increased. 
Current Status of Land Contracts 
The current status of the land contracts includes four categories 
of the original contracts: (1) currently in force, (2) refinanced with 
a deed and mortgage, (3) paid-in full by the buyer and (4) sold. Table 
16 gives the number of land contracts in each of these categories 
classified by the relation of the buyer to the seller. Almost 65 per-
cent of the relatives land contracts are currently in force as compared 
to less than half of the non-relatives. Eighty percent of the land 
contracts that have been paid-in full were non-relative land contracts. 
About 82 percent of the land contracts sold were also non-relatives. 
One explanation might be that among relatives the terms are easier to 
meet or the terms of the land contract tend to be relaxed more . 
Table 17 shows the characteristics of the land contracts as com-
pared by the categories of the current status. The group that has paid 
Table 16. Current status of the land contracts in the sample8 
Currently Paid 
Relation in Re- in 
force financed full Sold Total 
Non-Relative 51 25 12 18 106 
Relative 29 9 3 4 45 
Total 80 34 15 22 151 
a Status of 3 contracts was not determined . 
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Table 17. Characteristics of the contracts as compared by categories 
of the current status of the contracts 
Current Size 
status of Annual Interest Balloon of Down 
contracts payment rate payment Term farm payment 
(dollars) (percent) (dollars) (years) (acres) (dollars) 
Currently in 
force 2120 4 .08 6003 17.8 164.0 6061 
Refinanced 1534 4 .18 7908 13.9 145.6 6435 
Paid-in full 1991 3 .43 4980 13.2 165.9 5792 
Sold 1864 4 .43 6876 17.9 166. 0 4532 
Average 1955 4.09 6391 16.4 160.1 5937 
their land contracts had the lowest interest rat es, 3 . 43 percent. This 
means that a smaller proportion of thei r annual payment consi s ted of 
interest than the other groups . Also the smaller the interest rate 
the smaller wi ll be t he total amount paid. 
The refinanced group had the highest balloon payment of any group, 
$7,908, and only 13.9 years term of contract . They bought a smaller 
size farm than any of the other categories, 145 . 6 acres, 14 .5 acres 
smaller than the average purchase. The refinanced group also pa id a 
slightly higher interest rate, 4 .18 percent. The refinanced group 
probably refinanced their purchase to ge t more favorable repayment 
terms. 
Table 18 shows the comparison of annual payments of the contract 
to annual payments of the mortgage after refinancing. The size of the 
Item of price payment rate payment contract S:::.ci-'-z_e __ _ 
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table 18. Comparison of annual paymen t s of the con tract to annual 
payments of the mort gage af t er refinancing 
Number Contrac ts Annual Ea~ent 
of refinanced Contract Mortgage 
Relation respondents (percent) (dollars) (dollars) 
Non- Re lative 25 16.6 1494 1045 
Relative 9 5.9 1644 1224 
Total 34 22.5 1534 10 95 
annual payment was reduced from $1,534 t o $1,095 with t he deed and 
mort gage arrangement . 
The group that sold their farms were paying a higher interest 
rate, 4.43 perc ent. They also had a balloon payment of $6,876 as com· 
pared t o the average of $6,391. There were f ive reasons given for 
se lling their farms (Table 19). Eight of the 22 sellers were forced to 
Table 19. Distribution of farms sold by the reasons given for selling 
Distribution 
Reasons f or selling Number Per cent 
For ced to sell 8 36 .4 
Poor health 5 22.7 
Farm was an investment 5 22.7 
Bought ano ther farm 3 13.6 
Location of of f- farm employment transferred 1 4. 6 
-~ ••• -···----··---·--- -- --o-.. --·--o ·-- - ··----- -
------~- ... -~- &A _ _  ....,1,_ _,,....L-_..___ "1-__ "''"'_.,.. ... ,.. ~...a_ 1.ln\...114•.l ..... - ---~- -----
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sell, five sold because of their health, five sold the farm because it 
was an investment, three sold their farms and bought different farms 
and 1 person sold his farm because he was transferred to another lo-
cation in his regular employment. 
Poor management, too many expenses and losses in other businesses 
were reasons given for those forced to sell their farms. Table 20 is 
a comparison of the terms of land contracts that were forced to sell to 
other land contracts sold and to all other land contracts in the 
sample . The characteristics listed in this table are the only data 
that are available on those forced to sell. These data do not appear 
to suggest any good reason why they were forced to sell. 
Table 20. Comparison of contracts that were forced to sell to other 
contracts sold and all contracts of the sample 
Possible Term 
Purchase Annual Interest balloon of 
Item of price payment rate payment contract Size 
comparison (dollars) (dollars) (percent) (dollars) (years) (acres) 
Forced to sell 24,993 1,548 4.44 10,431 17.8 183 
All contracts 
sold 26,014 1,864 4 . 43 6,876 17.9 166 
All contracts 28,182 1,955 4.09 6,391 16 .4 160 
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CAPITAL INTERRELATIONSHIPS 
Nature of the Debt Structure 
Debt is an outside source of capital supply with which the owned 
capital may be augmented during times of need. The amount of debt or 
cr edit used varies among farmers . Nelson (13 , p. 5) states that credit 
is a tool. Properly used, it can contribute to a larger income and 
greater security but unwisely used, it can become a liability and a 
threat to the user's financial future . 
The amount of debt tells how much the farmer owes or the amount 
of his obligations. To make the amount of debt more meaningful, con-
sideration should be given to the amount of assets. Table 21 shows 
the amount of assets, liabilities (or debts) and net worth for farmers 
with differ ent levels of beginning net worth . The net worth is the 
amount of the farmer's claim to the assets, and liabilities represent 
the claims of the creditors . 
In Table 21 the net worth f or the year the farm was purchased is 
the beginning net worth. It follows then that the amount of net worth 
will increase as you move to a higher level of beginning net worth. 
The net worth for 1962 also increases as the level of beginning net 
wor th increases. The se changes will be discussed in the section 
pertaining to financial progress. 
The average amount of liabilities for the beginning period was 
about t he same for relatives and non-relatives in the high beginning 
net worth group. However, in 1962 the relatives with high beginning 
net worth had over $6,100 more liabilities than the non-relatives in 
34 
Table 21. Comparison of the assets, liabilities and net worth for the 
year the farm was purchased and for 1962 
Level of Year farm 2urchased 
beginning Respondents Assets Liabilities Net worth 
net worth (number) (dollars) (dollars) (dollars) 
Non-Relatives: 
Low 26 26, 770 18,108 8,662 
Medium 26 47 ,403 30 ,2ll 17,192 
High 26 76,404 34,463 41,941 
Average 78 50,192 27,594 22,598 
Relatives: 
Low 13 29,300 21,325 7,975 
Medium 12 45,480 27,824 17,656 
High 13 68, 717 34,236 34,481 
Average 38 47,894 27,794 20,100 
Total: 
Low 39 27,614 19,181 8,433 
Medium 38 46,796 29 ,45 7 17,339 
High 39 73,842 34, 388 39,454 
Average 116 49,440 27,660 21,780 
1962 
Non-Relatives: 
Low 26 45,518 15 ,833 29,685 
Medium 26 72 ,65 7 26, 134 46,523 
High 26 101, 346 20, 109 81,237 
Average 78 73,174 20,692 52,482 
Relatives: 
Low 13 49,623 16,412 33, 211 
Medium 12 71,827 18,444 53, 383 
High 13 96,437 26,272 70,165 
AveragP 38 72,650 20,427 52,223 
Total : 
Low 39 46,887 16,026 30,861 
Medium 38 72, 395 23,706 48,689 
High 39 99, 710 22,164 77 ,546 
Average 116 73, 002 20,605 52,397 
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the high group. The non-relatives in the high group, with an annual 
payment of $3,003, apparently retired their debt at a faster rate than 
the relatives, whose annual payment was only $1,978 . The amount of 
assets controlled in the beginning period could have also contributed 
to the difference in liabilities. The non-relatives controlled $7,687 
more assets than the relatives when they purchased their farms. 
The amount of assets in Table 21 increases as the level of the 
beginning net worth increases. But it is the net worth, not the assets, 
that indicates the solvency of the farmer. A comparison of the net 
worth and the assets gives us the relationship between the borrowed 
and owned capital. Table 22 gives the ratio of net worth to total 
assets or net worth as a percentage of total assets. 
As shown by Table 21 and 22 the farmers financial position indi-
cated by the average amount of net worth could be misleading. The 
high level of net worth for relatives had an average net worth of 
$70,165 as compared to $53,383 for the medium group in 1962. At first 
it would appear that the high group is in a much better financial 
position than the medium group. But Table 22 shows that the medium 
group is in a slightly better financial position than the high group. 
This is an illustration of why the ratio analysis is more meaningful 
than the comparison of the average amounts. 
The net worth to total assets ratios in Table 22 indicates the 
source of funds to which the capital belongs. It discloses the balance 
between the sources of capital. For the year the farm was purchased the 
proportion of total assets owned by the farmers increased as the level 
Kedium 
High 
Average 
lb,b50 55,178 
20,371 76,065 
15 .82!L_ _ .56..826 
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5,833 
16,915 
1Q _22ia._ 
4,069 
5,780 
/ . ._ Id.£ 
Table 22. Relationship between owned and borrowed capital 
Level of 
beginning 
net worth 
Non-Relatives: 
Low 
Medium 
High 
Average 
Relatives: 
Low 
Medium 
High 
Average 
Total: 
Low 
Medium 
High 
Average 
Year farm was purchased 
Ratio 
NW/TA 
. 32 
. 36 
.ss 
.45 
.27 
.39 
.so 
. 42 
.31 
.37 
. 53 
.44 
14,375 
20,492 
1 C> Of. 
1962 
Ratio 
NW/TA 
. 65 
. 64 
.so 
• 72 
. 67 
,74 
. 73 
• 72 
.66 
.67 
. 78 
• 72 
of net worth increased. In 1962 the proportion of the assets owned by 
the farmers was about the same for the low and medium groups, .66 and 
.67, respectively. The ratio for the high group was somewhat higher 
at • 78 . 
For the year the farm was purchased the average proportion of 
assets owned by the farmer was 44 percent. By 1962 the average per-
centage of owned capital had increased to 72 percent. The increasing 
rati os indicate a growing control of the assets by the farmers rather 
than by outside sources or creditors. Much of this increase could 
probably be contributed to the reduction in the amount owed on the farm . 
Table 23 shows the size and form of the debt load of the farmers 
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Table 23. Size and form of the debt load of buyers classified by the 
level of the beginning net worth 
Year farm Eurchased 
Level of Payable Short- Long-
beginning Current Fixed to term term 
net worth assets assets seller debt debt 
(dollars) (dollars) (dollars) (dollars) (dollars) 
Non- Relatives: 
Low 4,274 22,496 15,346 1,908 16,200 
Medium 9,030 38,373 25,923 4, 188 26 ,023 
High 13,992 62,412 32, 280 2,183 32,280 
Average 9,099 41,094 24,517 2, 759 24,835 
Relatives: 
Low 5,532 23,768 18,340 2,247 19,078 
Medium 10,161 35, 319 24,828 2, 704 25. 120 
High 14,508 54,210 27,277 5,760 28 ,477 
Average 10,065 37 ,830 2),446 3,593 24,201 
Total : 
Low 4,694 22,920 16,344 2,021 17,160 
Medium 9,387 37,409 25 ,577 3, 719 25 , 738 
High 14, 164 59,678 30,613 3,375 31,013 
Average 9,415 40,024 24, 166 3,032 24,627 
1962 
Non-Relatives: 
Low 7,993 37,526 9,504 2,485 13, 348 
Medium 15,563 57 , 094 12,796 6,677 19 ,458 
High 21,855 79,491 10,626 4,833 15,276 
Average 15, 137 58,037 10,975 4,665 16,027 
Relatives : 
Low 10,516 39,107 7,585 3,520 12,892 
Medium 16,650 55,178 5,833 4,069 14,375 
High 20 ,371 76,065 16,915 5,780 20,492 
Average 15 ,824 56,826 10,224 4,466 15,961 
Total: 
Low 8,834 38 ,053 8,864 2,830 13,196 
Medium 15,906 56,489 10,597 5,853 17,853 
High 21,361 78,349 12, 722 5,149 17,015 
Average 15,362 57,640 10,729 4,600 16,005 
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for the two periods . The average amount payable to the seller the year 
the farm was purchased, the amount owed after the down payment was paid, 
was $24,166 . In 1962 the amount payable to the seller had been reduced 
to $10,729. 'nle amount payable to the seller in 1962 does not give us 
the amount still owed on the purchase of the farm because part of the 
buyers had transferred to a deed and mortgage arrangement from other 
sources of credit. 
Current assets are cash and the other assets that may be readily 
turned into cash, sold or consumed in the near future through the 
normal operations of the business. Current assets included cash, 
stocks, bonds, livestock, grain and feed and other non-farm invest-
ments that were of a current nature. The amount of current assets 
increases as the level of the beginning net worth increases . The 
average current assets of the relatives were $966 greater than the 
non-relatives the year the farms were purchased and $687 greater in 
1962 . The relatives had current assets greater than the non-relatives 
in all groups except the high beginning net worth group for 1962. In 
this group the non-relatives had current assets valued at $21,855 as 
compared to $20,371 for the relatives . 
Fixed assets are those assets that are of a relatively fixed or 
permanent nature. These assets are relatively hard to sell on short 
notice. The fixed assets included land and buildings, machinery and 
equipment and other nonfarm investments of a fixed nature . The amount 
of fixed assets increased as the level of beginning net worth increased 
for the year the farm was purchased . The number of acres and the qual-
ity of the land may affect the amount of fixed assets . Table 24 shows 
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Table 24. The number of acres owned classified by levels of beginning 
net worth 
Level of Additional Total 
beginning Contracta land land 
net worth acres owned owned 
Non-Relatives : 
Low 146 19 165 
Medium 172 39 211 
High 183 65 248 
Average 167 41 208 
Relatives : 
Low 124 17 141 
Medium 164 27 191 
High 152 95 247 
Average 146 47 193 
Total: 
Low 139 18 157 
Medium 170 35 205 
High 173 75 248 
Average 160 43 203 
aAcres purchased on contract in beginning period. 
that the number of acres purchased on contract also generally increases 
as the level of beginning net worth increases. Using the class of 
farm as an indication of quality, it was shown in Table 3 that buyers 
with a higher level of beginning net worth purchased the better quality 
farms. 
The amount of fixed assets in 1962 increased as the level of 
beginning net worth increased. Fixed assets also increased from the 
beginning period to 1962. Part of the increase in fixed assets is due 
to additional purchases of land. The column of total land owned in 
Table 24 shows the amount of land owned in 1962. The column additional 
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land owned gives us the land owned in addition to the contract pur-
chase in the beginning period and not the additional land purchased 
since the beginning period. However, most of the additional land was 
purchased after the beginning period. Also, the fixed asset figures 
for 1962 were computed using the market price of land. This was gen-
erally a higher valuation of the land than in the beginning period. 
Short-term liabilities or current liabilities are the obligations 
that will be due within a short period of time, ordinarily a year. 
They usually are the liabilities that apply to current assets. Short-
term liabilities included accounts payable, production loans from the 
bank, relatives or others, loans on insurance policies and government 
loans for sealed grains . 
The medium level of beginning net worth used the largest amount 
of short-term debt for the non-relatives in both the beginning period 
and in 1962 . The amount of short-term debt for the relative group in-
creased as the level of beginning net worth increased. The average 
amount of short-term debt has increased from the year the farm was 
purchased to 1962 . Sullivan (18, p. 7) states that "a rising amount 
of credit does not necessarily indicate that a farmer is going broke," 
but that he is more often becoming even more successful . Sullivan also 
states (18, p. 9) that "in modern day agriculture, additional debt 
is often a necessary step to added profit.'' The amount of short-term 
debt increased between the two periods in all levels of beginning net 
worth for both non-relatives and relatives . The average amount of 
short-term debt in the year the farm was purchased was $3,032 as com-
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pared to $4,600 in 1962 . 
The total amount of debt did not increase between the two periods. 
This condition was probably due to the fact that the farms were pur-
chased in the beginning period and the average real estate debt per 
buyer was high . Buyers concentrated more on the reduction of the ori-
ginal real estate debt incurred in the purchase of the farm rather than 
buying more real estate. The retirement of the real estate debt off-
set the increase in short-term and intermediate types of credit. 
Long-term liabilities are those obligations that will not be due 
for a comparatively long time. They usually apply to long-term assets . 
In this study long-term debt refers to all obligations that are not 
classified as short-term . Long-term debt included the amount owed to 
the seller on the purchase of the farm, real estate mortgages and other 
long-term notes. 
In general, the amount of long-term liabilities increased as the 
level of beginning net worth incr eased. The only exception was the 
amount for the high non-relative group in 1962. This is probably 
attributed to their higher repayment schedule . It was shown in Table 7 
that this group bad the highest annual payments and that they bad made 
the largest amount of prepayment. 
Financial strength means the ability to meet unusual expenses or 
loss of income (13, p . 11) . The current ratio, current assets divided 
by the current liabilities, indicates the general liquidity . It is 
an indicator of financial strength . A rise in the current ratio is 
equivalent to increased financial strength . It is usually considered 
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that the current assets are supposed to be sufficient to pay off the 
current debt, with a sufficient margin to allow for the usual or 
expected liquidating shrinkage in value (21, p . 29). Working capital 
is also an important consideration in determining financial strength. 
Working capital, the excess of current assets over current liabilities, 
is a measure of the farmer's ability to carry on his normal business 
comfortably and without financial stringency, to expand his operations 
without the need of new financing and to meet emergencies and losses 
without disaster (5, p. 31). Fixed assets are of little help in meet-
ing these demands. 
The amount of working capital increased as the level of beginning 
net worth increased (Table 25). The average amount of working capital 
for the year the farm was purchased was $6,383. By 1962 the average 
amount of working capital had increased to $10,762 . 
Table 26 gives the current and fixed ratios for the year the farm 
was purchased and for 1962. All groups had a current ratio greater 
than 2 to l. The current ratio for relatives and non-relatives com-
bined was 3.11 to 1 for the year the farm was purchased. This means 
the book value of the current assets could shrink 67 percent and 
creditors would still receive payment of their obligations in full. 
There are differences between relatives and non-relatives and within 
each group, but because the current ratio is the reflection of a static 
condition no attempt is made to interpret the differences . The current 
ratio is an indication of the ability of a farmer or business to meet 
its current obligations on a given date. 
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Table 25. The amount of working capital for the year the farm was 
purchased and for 1962 
Leve l of Year farm 
beginning Respondents purchased 1962 
net worth (number) (dollars) (dollars) 
Non-Relatives: 
Low 26 2,366 5,508 
Medium 26 4,842 8,886 
High 26 11,809 17,022 
Average 78 6,340 10,472 
Relatives: 
Low 13 3,285 6,996 
Medium 12 7,457 12,581 
High 13 8,748 14,591 
Average 38 6,472 11, 358 
Total: 
Low 39 2,673 6, 004 
Medium 38 5,668 10,053 
High 39 10. 789 16,212 
Average 116 6. 383 10 . 762 
The fixed ratio tells us by how much the fixed or long-term 
liabilities are secured. For the year the farm was purchased the ratio 
increased as the level of net worth increased. The ratio of fixed 
assets to long-term liabilities increased substantially from the be-
ginning period to 1962. This can be accounted for largely by the 
decrease in long-term liabilities due to the reduced real estate debt . 
The farmers have also increased the amount of their fixed assets . 
However, part of thi s increase is due to the increase in land values. 
Ratios only reflect the relative meaning of two variables. Ratios 
of borrowed funds to col lateral are not adequate indicators of how much 
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Table 26. Distribution between short-term and long-term obligations 
Level of 
beginning 
net worth 
Non-Relatives: 
Low 
Medium 
High 
Average 
Relatives: 
Low 
Medium 
High 
Average 
Total : 
Low 
Medium 
High 
Average 
8 Ratio is 
bRatio is 
equal to 
equal to 
Year farm was purchased 
Ratio8 Ratiob 
CA/CL FA/FL 
2 . 24 1.39 
2.15 1.47 
6 .40 1.93 
3.30 1.65 
2.46 1.24 
3.75 1.40 
2 .51 1.90 
2.80 1.56 
2.32 1.34 
2.52 1.45 
4 . 19 1.92 
3 . 11 1.63 
Ratio 
CA/CL 
3.21 
2.33 
4.52 
3.24 
2.98 
1962 
4.09 
3.52 
3.54 
3 . 12 
2 . 71 
4.14 
3.34 
Ratio 
FA/FL 
2.81 
2.93 
5.20 
3. 62 
3.03 
3.83 
3. 71 
3.56 
2.88 
3.16 
4.60 
3.60 
current assets divided by current liabilities . 
fixed assets divided by fixed liabilities. 
one should borrow . These ratios are only indicators of the financial 
strength. The amount one should borrow depends on other factors as 
well as financial strength . 
Aspects of Financial Progress 
In the previous section we were looking primarily at the credit 
side of the farming operations or the debt. When we look at the other 
side of the ledger we see that the farmers assets are growing rapidly . 
The difference between the assets and the debt is the net worth . 
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Financial progress as defined in this study means the average gain in 
net worth per year. Many variables, both endogenous and exogenous, 
are needed to explain the rate of financial progress. One variable or 
factor hypothesized to have an effect on financial progress is the 
level of the beginning net worth. From Table 27 it appears that 
financial progress per year increases as the level of beginning net 
worth increases. 
Financial progress is presented in two ways in Table 27. The 
market value figures are computed using the market value of assets. 
Table 27. Relationship between financial progress and the level of 
beginning net worth 
Financial Erogress 
Level of Market 
beginning value Adjusted Increase a 
net worth (dollars) (dollars) (percent) 
Non- Relatives: 
Low 2720 2329 26.9 
Medium 3775 3266 19.0 
High 5184 4285 10 . 2 
Average 3885 3293 14.6 
Relatives: 
Low 2854 2455 30.8 
Medium 4155 3546 19.5 
High 4343 3377 9.6 
Average 3768 3115 15.5 
Total : 
Low 2763 2371 28 .1 
Medium 3894 3354 19.3 
High 4920 3982 10.1 
Average 3848 3235 14.9 
8 Adjusted financial progress divided by beginning net worth. 
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The adjusted gain in net worth is computed by deflating the 1962 value 
of land and buildings by the proportionate amount of increase in the 
price of these assets between the year the farm was purchased and 1962. 
The relatives influence on the purchase price was determined. In 
computing the gain in net worth per year, the amount of the buyer's 
influence on price was deducted from the total gain in net worth before 
the per year computation was made. This adjustment was made to both 
the market value and the adjusted figures. 
Using the average land prices for the beginning year (12, p. 4) 
and 1962 (4, p. 4), the percent increase in the price of land and 
buildings was computed for each area. The 1962 values of land and 
buildings were deflated by the percent increase in the value of land 
and buildings in the respective areas to arrive at the adjusted gain 
in net worth. If the adjusted value was larger than the purchase 
price, the excess was assumed to be due to improvements made to the 
land and buildings and additional purchases of land. 
Although the average amount of gain in net worth per year increases 
as the level of beginning net worth increases, the percent gain in 
net worth per year decreases. Apparently there is a decreasing rate 
of increase in net worth. 
Working capital as discussed in the previous section is an 
impor tant consideration in determining financial strength. Graham and 
Meredith (5, p . 31) state that "shortage of working capital results in 
slow payment of bills with attendant poor credit rating, in curtailing 
of operations, ••• and in a general inability to 'turn around' and 
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progress". The amount of working capital increased as the level of 
financial progress increased (Table 28) . In the relative group, 
there was only $262 difference between the working capital of the low 
and medium groups of financial progress, $4,951 and $5,213 respective-
ly, t he year the farm was purchased . By 1962, the medium group 
increased their working capital to $11,481 while the low group increas-
ed to $5,987 . The increase in working capital by the medium group 
appears to have aided them to a higher level of financial progress . 
The aver age amount of working capital increased from $6382 the 
year the farm was purchased to $10,766 in 1962 . The non-relative, low 
Tabl e 28. Relationship of financial progress to amount of working 
capital 
Workins ca2ital 
Level of Year farm Financial 
financia l purchased 1962 progress 
pr ogress (dollars) (dollars) (dollars) 
Non-Relative: 
Low 4901 4075 723 
Medium 6733 9907 2692 
High 7383 17433 6463 
Average 6339 10472 3293 
Re l atives: 
Low 4951 5987 1185 
Medium 5213 11481 3286 
High 9154 16624 4888 
Aver age 6472 11358 3115 
Total: 
Low 4884 4712 867 
Medium 6251 9826 2876 
High 7973 17852 5952 
Average 6382 10766 3235 
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group was the only group that didn't increase their working capital. 
This low group decreased the amount of their working capital from 
$4,901 the year the farm was purchased to $4,075 in 1962. The finan-
cial progress column shows the average amount of financial progress 
that was achieved by each level. 
Net farm income had a positive relationship with financial 
progress the year the farm was purchased, that is, as the level of 
financial progress increased the net farm income increased (Table 29) . 
In 1961 the net farm income increased as the level of financial pro-
gress increased except for the relatives medium and high group. The 
Table 29. Relationship between financial progress and income 
Off-
Level of Net farm income farm Total 
financial 1951-56 1961 income income 
progress (dollars) (dollars) (dollars) (dollars) 
Non-Relative : 
Low 2700 2743 1588 4331 
Medium 3989 5315 1442 6757 
High 5015 7038 627 7665 
Average 3902 5032 1219 6251 
Relative : 
Low 4015 4162 1752 5914 
Medium 4825 6287 775 7062 
High 4974 5844 69 5913 
Average 4599 5396 868 6264 
Total : 
Low 3107 3253 1643 4896 
Medium 4168 5500 1232 6732 
High 5117 6709 441 7150 
Average 4130 5151 1104 6255 
49 
med ium group had $6,28 7 net farm income as compared to $5 ,844 for the 
high group. The average net farm income of the relatives was higher 
t han the non-re latives in both periods. 
The net farm income also increased from the year the farm was 
purchased to 1961. However , the increases f or the l ow l evel of f inan-
cial progress were very small. The amount o f increase in net farm 
income between periods generally increased as the level of financial 
progress increased . 
Off -farm income had an inverse relationship with fin anci al 
progress , that is, as the l evel of financial progress i ncreased the 
amoun t of of f-farm income decreased . It appears that the more time 
tha t i s spent working off of the farm the lower the financial progress . 
lbe average off-farm income f or non-relatives was $1,219 as compared t o 
$868 for relatives. The amount of total income for 1961 was about the 
same for non- relatives and relatives. 
The size of the uni t in 1962 had a positive re lationship with 
financial progress (Table 30) . The size of the unit in 1962 consisted 
of the amount bought on the original land contract, additional land 
owned and the amount of land rented. The additional land owned could 
have been owned bef ore the original land contract or, as in many cases , 
it could have been purchased since then. 
In general , the size of the land contract purchase had a pos itive 
r elationship wi th the l evel of financial progr ess . The only exception 
was in the relative group with the medium level of financial progress . 
Their average land contract purchase was 119 .4 acres as compared t o the 
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Table 30 . Relationship of financial progress to size of unit in 1962 
Level of Contract Additional land Total 
financial land Owned Rented land 
progress (acres) (acres) (acres) (acres) 
Non-Relatives: 
Low 135 . 4 17.6 25.7 178.7 
Medium 161 .5 52.2 46.8 260.5 
High 223.5 56.8 53.6 333.9 
Average 172.3 41. 7 41. 7 255.7 
Relatives : 
Low 135.8 20 .0 21. 7 177.5 
Medium 119.4 35 .o 87.9 242.3 
High 147 . 7 75,5 74 .3 297.5 
Average 135 .o 45.2 62.0 242.2 
Total: 
Low 135.5 18.3 24.5 178 . 3 
Medium 148.2 46.8 58.8 253.8 
High 196 . 3 63.5 61.0 320.8 
Average 160.1 42.8 48.3 251.2 
low relative group with 135.8 acres and the high relative group with 
147 . 7 acres. The medium group owned 35 acres additional land and rent-
ed 87.9 acres to give them an operating unit of 242.3 acres, which is 
slightly under the overall average of 251.2 acres. 
The non-relatives had larger operating units than the relatives, 
255.7 acres and 242.2 acres respectively. The original land contract 
purchase of the non-relatives, 172.3 acres, was larger than the land 
contract purchase of the relatives, 135.0 acres. However, the rela-
tives rented more additional land than the non-relatives. The non-
relatives group with the high financial progress had the largest 
original purchase, 223 .5 acres, and the largest operating units, 333 . 9 
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acres . 
Multiple Regression Analysis of Financial Progress 
Multiple regression was used to determine the significant vari-
ables associated with financial progress. The description of the vari-
ables used in the multiple regression are shown in Table 31. Multiple 
regression was also used in explaining net farm income. Since many of 
the same variables were used in explaining net farm income as were used 
in the analysis of financial progress, Table 31 contains all of the 
variables used in both of the regressions. Net farm income will be 
discussed in the next two sections. 
Variables x1 , x2 and x3 were used to test the class of farm . The 
class of farm was expected to have an effect on financial progress and 
net farm income because the factors considered in classifying the farms 
include the soil, size of the unit in relation to the type of farming, 
normal net earnings and ability of the farm to support indebtedness . 
Three variables with orthognal comparisons were used in testing the 
class of farm . A set of orthognal comparisons was used to determine 
if the class of farm had a linear, quadratic or cubic effect. 
The beginning net worth, x4 , was expected to have an effect on 
financial progress. After examining Table 27 it was undecided whether 
to expect a positive or a negative relationship between beginning net 
wor th and financial progress. 
The vari able x5 , the relation between the buyer and seller 
(relative or non- relative), was used to detect if there was any differ-
ence i n the r ate of financial progress between relatives and non-
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Table 31. Description of variables used in the multiple regression 
analyses 
Designation Description 
Y1 Financial progress 
Y2 Net farm income, 1961 
x1 Linear 
x2 Quadratic 
x3 Cubic 
x4 Beginning net worth 
Xs Relation between buyer and seller 
~ Total assets (year farm purchased) minus purchase price 
x7 Annual payment 
x8 Off-farm income 
~ Livestock areas vs. all other areas 
x10 Western livestock vs. Eastern livestock 
x11 Cash grain and Southern pasture vs. Northeast dairy 
x12 Cash grain vs. Southern pasture 
x13 Size of down payment 
x14 Number of years farm has been owned 
x15 Size of operating unit (acres in 1962) 
X16 Total assets in 1962 
~7 Total liabilities in 1962 
x18 Working capital in 1962 
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relatives . 
Variables ~ and x7 were thought to have a positive effect on 
financial progress. Variable x6 is the total assets the year the farm 
was purchased minus the purchase price. x6 is a more accurate measure 
of the capital used to operate than total assets. Since the amount of 
the purchase price is the amount that was invested in land, total 
assets would vary directly with the size of the purchase and not re-
fleet the operating capital as accurately. 
Financial progress was expected to increase as the size of the 
annual payment, x7• increased. A larger annual payment was thought 
to be a larger amount of the real estate debt retired each year. 
Off-farm income. x
8
, was expected to have a negative effect on 
financial progress. Large r off- farm incomes were thought to take more 
time away from the farmer for operating his farm and, thus, reduce the 
rate of his financial progress. 
Table 32 gives the coefficients used to make orthognal comparisons 
between variables ~, x10 , x11 and x12 • These variables were used to 
test the diff erent economic areas. For example, x9 compares effects of 
the livestock areas to the effects of the other three areas. 
The down payment was expected to have a positive effect on 
financial progress. A larger down payment leaves a smaller unpaid 
balance on which interest is paid. thus, a larger part of the annual 
payment is principal. 
Variable x14 is the number of years since the farm was purchased . 
x14 was used to determine i f there is an increasing or decreasing rate 
. . . 
! 
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Table 32. Coefficients used in making orthognal comparisons of 
economic areas 
~ X10 xll x12 
1, 5 1 2, 4 2 
Economic vs. vs. vs. vs. 
area 2, 3, 4 5 3 4 
Area la -3 -1 0 0 
Area 2b 2 0 -1 -1 
Area 3C 2 0 2 0 
Area 4d 2 0 -1 1 
Area 5e -3 1 0 0 
aArea 1 • Western livestock. 
bArea 2 • Cash grain. 
cArea 3 = Northeast dairy. 
dArea 
4 -
Southern pasture . 
eArea 5 • Eastern livestock. 
of financial progress. A decreasing rate of financial progress would 
probably be a decreasing rate of increase in net worth. The size of 
the operating unit, x15 , was expected to have a strong positive effect 
on financial progress. The size of the operating unit was the number 
of acres owned and rented in 1962. 
The class of farm had a strong positive effect on financial 
progress . This was expected from the nature of the classification 
of farms. The F-test, used to determine the significance of the class 
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(bl, b2' b3) ell cl2 cl3 
1-1 b , 
1 
c21 c22 c23 b2 
F • 
c31 C32 C33 b3 
- 4.187 
K s2 
F§a (.01) = 3.99 
of farm, was significant at the .01 level . The significance of the sum 
of the squares due to b1 , b2 and b3 was tested. The b 1 , b 2 and b 3 
values are given in Table 33. The cij's are coefficients from the 
associated sub-section of the inverted variance-covariance matrix. 
K is the number of b's. The s2 is the mean square deviations from 
regression. 
From the results of the multiple .regression it cannot be estab-
lished with a sufficient degree of confidence whether the effects of 
the class of farm are linear, quadratic or cubic. 
Other variables that had a strong positive effect on financial 
progress are x6 , x13 and x15 (Table 33). The amount of assets minus 
the purchase price in the beginning period, x6 was expected to have a 
positive effect on financial progress. The regression coefficient was 
significant at the .005 probability level. The amount of operating 
capital in the beginning period appears to be an important consider-
ation in financial progress. The level of significance of b 13 , size 
of down payment, was the .05 level. The b15 value for the size of the 
operating unit was significant at the .001 level. 
Variables x4 , beginning net worth, and Jea• off-farm income, had 
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Table 33 . Regression coefficients, standard deviations of the regres-
sion coefficients and significance of the regression 
coefficients for the multiple regression equation on 
financial progress 
Standard Significance 
Independent Value deviation of b 
variables of b Sb t value 
Xl 313.63 194.83 1.610 
X2 -429 . 77 290.96 -1.4 77 
X3 152 .52 87.41 1.745 
X4 .08 .03 -2 .746 
X5 372.65 217.29 1. 715 
x6 .08 .03 3.223 
X7 . 19 .16 1.230 
x8 . 23 .08 -2.903 
x9 83 . 53 82.26 1.015 
XlO -117 .14 289 .11 - .405 
Xll 24 . 13 191.16 .126 
X12 -168 . 69 421.68 - . 400 
x13 . 09 .05 2.000 
X14 -185 ,59 140.21 -1.324 
Xl5 5 . 77 1.46 3.942 
Probability of larger value . 10 .05 . 025 .010 .005 . 001 
"t" value 1.661 1.983 2.277 2.626 2.872 3.392 
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a significant negative effect on financial progress. The regression 
coefficients were significant at the .01 and .005 levels respectively. 
Off-farm income, x
8
, was expected to have a negative effect on finan-
cial progress from the results of Table 29. The negative significance 
of beginning net worth indicates that those with higher net worth 
experienced less financial progress per year than the lower levels . 
From Table 27 it appears that there is a positive relation between 
financial progress and beginning net worth. However, the multiple 
regression shows that the relationship is negative . In multiple re-
gression analysis the effects of other variables are taken out and the 
effect of each variable, independent of the other variables, is 
determined. The confounding of the effects of beginning net worth and 
other variables in Table 27 results in a positive relationship . Appar-
ently the correlation between beginning net worth and other variables 
offset the negative effect of beginning net worth. 
The number of years the land contract has been in force , xl4' has 
a negative effect. However, the level of significance of the b value 
was only the .20 level. x14 appears to suggest a decreasing rate of 
financial progress. A decreasing rate of financial progress appears to 
mean a decreasing rate of increase in net worth since few farmers 
actually showed a decrease in net worth between the two periods . 
The relation of the buyer to the seller, x5 , was coded by assign-
ing a value of 1 of non-relatives and -1 to relatives. The effect of 
variable x5 was significant at the .10 level. It appears that non-
relatives have a significantly greater rate of financial progress than 
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relatives. The non-relatives achieved $3,293 of financial progress per 
year as compared to $3,115 per year for the relatives. However, the 
relatives gain in net worth was reduced by the amount of their influence 
of the purchase price. Their influence of the purchase price could be 
considered a gift and an increase in net worth. 
The annual payment, x
7
, and the comparisons of different economic 
areas, ~, x10 , x11 , x12 , did not show significant effects with a 
reasonable degree of confidence. 'nle sign of the regression coeffic-
ients for these variables turned out as expected except X9. It was 
thought that the livestock areas would have a higher rate of financial 
progress than the other areas; apparently this is not true. 
The percentage of the variation explained by regression, R2, was 
only .49. 'nlis means that 51 percent of the variation in financial 
progress was unexplained. However, the overall test of the significance 
of the regression was highly significant (Table 34) and several of the 
variables were important in explaining financial progress. 
Attributes of Net Farm Income 
Gross income and net farm income are shown by economic areas in 
Table 35 . For the non-relatives and relatives combined the western 
livestock area had the largest gross and net farm incomes. However, 
in the relative group the net farm incomes were only about average 
for the western livestock area. 'nle non-relatives had substantially 
larger incomes than the relatives in the western livestock area. 
'nle non-relatives also had an average of $1,423 of off-farm income 
while relatives had no off-farm income. 
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Table 34. The analysis of variance table and the significance of the 
overall regression in explaining financial progress 
Source of Degrees of Sum of 
variation freedom squares 
Due to regression 15 335,399,040 
Deviations from regression 98 348,890,400 
Total 113 684,289 , 440 
Computed F =sum of squares due to regression/number of h's 
mean square deviations from regression 
Computed F = 22,359,936 = 6 . 281 
3,560,106 
F§8 (.Ol) = 2.23 
R2 • sum of sguares due to regression 
corrected total sum of squares 
Mean 
squares 
22,359,936 
3,560,106 
The net farm income of the eastern livestock area was about $300 
larger than the cash grain area in the beginning period and aoout $140 
larger in 1961. However, in 1961 the eastern livestock area had $20,177 
gross income compared to $17,033 for the cash grain area. This in-
dicates that the eastern livestock area had to have a larger volume to 
achieve the same amount of income . In the non-relative group the east-
ern livestock area had substantially larger net farm incomes than the 
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Table 35 . Relationship between economic area and income 
Year farm 1961 Off-
Respon- Eurchased Gross Net farm 
Economic dents Gross Net (dol- (dol- income 
area (number) (dollars) (dollars) lars) lars) (dollars) 
Non-Relatives: 
Western livestock 13 17,731 6,000 28 '354 8,692 1,423 
Cash grain 10 12,310 3,148 13,567 3,626 2,060 
Northeast dairy 19 9,692 3,424 13,595 4,358 461 
Southern pasture 13 6,885 2,900 10,207 2,956 2,577 
Eastern livestock 17 12,356 3,859 21,409 S,313 885 
Average 72 ll, 315 3,755 17,016 4,876 1,285 
Relatives : 
Western livestock 9 13,611 4,556 19,053 5,006 0 
Cash grain 8 12,335 5,213 21,366 6.670 1,288 
Northeast dairy 6 7, 750 2,958 11,667 3,075 258 
Southern pasture 4 8' 750 3 ,563 16,000 5,500 150 
Eastern livestock 11 12,818 5,132 18,273 4,817 482 
Average 38 11,676 4,504 17,827 5,049 467 
Total : 
Western livestock 22 16,045 5,409 24,549 7 ,184 782 
Cash grain 18 12,321 4,066 17 ,033 4,979 1, 717 
Northeast dairy 25 9,226 3,313 13,132 4,050 412 
Southern pasture 17 7,324 3,056 11,5 70 3,554 2,006 
Eastern livestock 28 12,538 4,359 20, 177 5,118 727 
Average 110 11,437 4,009 17,291 4,934 1,008 
cash grain area but in the relative group the cash grain area had 
larger net farm incomes than the eastern livestock area. 
The cash grain area had about $1,000 more off-farm income than 
the eastern livestock. This is probably accounted for by the nature 
of the farming in the two areas. Cash grain farmers would tend to have 
periods with larger amounts of slack labor than the livestock farmers. 
The Northeast dairy area and the southern pasture area had the 
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lowest farm incomes. The net farm income of the northeast dairy was 
about $250 larger in t he beginning per i od and about $500 larger in 1961 
than the net farm income of the southern pasture area . In the non-
relative group the northeast dairy are a had net farm income that was 
higher than that achieved in the cash grain area bu t the northeast 
dairy area had the lowest net farm incomes in the relative group. 
The non-relatives in t he southern pas ture area had the lowest net 
farm incomes. 
The southern pasture area had the lowest average net farm income 
in 1961 , $3 ,554. However, this area had the h ighes t off-farm i ncome 
of any other area , $2,006. 
'Ute distribution of the classes of farms by the different economic 
areas shows one explanati on of the level of income in different 
economic areas (Table 36). From the nature of the classification of 
the f arms it fo llows that , generally , the lower the class of f arm 
the l ower will be the net farm income. The farms in the southern 
pastur e area were class C and class D. The nor theast dairy area 
Table 36. The distribution of classes of farms by economic area8 
Economic area A B c D 
Western livestock 2 5 22 0 
Cash grain 7 12 9 1 
Northeast dairy 0 2 34 0 
Southern pasture 0 0 13 11 
Eastern livestock l 6 21 2 
8 Six farms were no t classified. 
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contained 2 class B farms and 34 class C farms. 
The relationship between the class of farm and net farm income is 
shown in Table 37. Due to the small number of class A and class D 
farms, class A and B farms were grouped together and class C and D 
farms grouped together . The net farm income was higher on class A 
and B farms than on class C and D farms . On the average, relatives and 
non-relatives combined the net farm income was about $1,600 larger the 
year the farm was purchased and about $1,900 larger in 1961 for class 
A and B farms than for class C and D farms. 
The off-farm income was also higher on class A and B farms than on 
class C and D farms . This relationship probably occurred because 
buyers who purchased the farm as an investment bought the better class 
Table 37. Relationship between class of farm and income 
Net farm income Off-
Year farm farm 
Class of Respondents purchased 1961 income 
farm (number) (dollars) (dollars) (dollars) 
Non-Relatives : 
Class A and B 12 5036 6618 2083 
Class C and D 62 3604 4506 1213 
Average 74 38l,6 4848 1354 
Relatives : 
Class A and B 15 5454 6151 753 
Class C and D 22 3807 4217 442 
Average 37 4457 4980 565 
Total : 
Class A and B 27 5268 6359 1344 Class C and D 84 3659 4428 1004 Average 111 4047 4894 1086 
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farms, class A and B. These investors usually had a substantial 
off-farm income. This coupled with the smaller number of class A and 
B farms probably accounts for the larger average off-farm income. 
Multiple Regression Analysis of Net Farm Income 
A multiple regression of net farm income in 1961 on the independent 
variables listed in Table 38 was used to determine some of the signif-
icant variables in explaining net farm income of the land contract 
buyers in this study . The description of the variables used are given 
in Table 31 . All of the independent variables have been discussed 
except ~6 , x17 and x18 • 
Variable x16 is the total amount of assets in 1962. The total 
assets controlled was expected to have a positive effect on net farm 
income . Tot al liabilities in 1962, x17 , was expected to have a 
negative effect on net farm income . The amount of wor king capital in 
1962, x18 , was expected to have a positive effect on net farm income . 
The assets, liabilities and working capital are 1962 figures. Net 
farm income, the dependent variable is for 1961 because at the time 
the interviews were taken the 1962 income had not been fully realized . 
The class of farm, variables x1 , x2 and x3, had a positive effect 
on net farm income. However, the effect of class of farm was not 
s i gnificant . To test the class of farm the sum of squares due to 
b1, b2 and b3 was found, as in the test of class of farm on financial 
progress, and the F- test used to determine the significance of the 
effect . The computed F was 1 . 117 . 3 r98 ( . 10) = 2 . 15 . It was con-
eluded that the effect of the class of farm was not significant . The 
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Table 38 . Regression coefficients and their level of significance 
for the multiple regression on net farm income for 1961 
Standard Significance 
Independent Value deviation of b 
variables of b Sb t value 
X1 176.91 294 . 19 . 601 
X2 705.98 446.90 1.580 
X3 - 95 . 76 133 . 65 - • 717 
Xs 153 .42 326.44 . 470 
X7 .93 . 30 3.085 
Xa .08 .13 - .606 
x9 -299.83 125 .38 -2.391 
XlO -696.54 428.31 -1.626 
X11 273.76 298.21 .918 
x12 -850. 71 646.00 -1.320 
X13 .13 . 06 - 2.060 . -
X15 6 . 44 2 . 63 2 .446 
xl6 . 01 .02 . 584 
X17 .04 .03 -1.571 
Xl8 . 14 .04 3.393 
Probability of larger value . 10 .05 .025 .010 . 005 .001 
"t" value 1.661 1 .983 2 . 277 2.626 2 . 872 3. 392 
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effect of the class of farm did not have a significant linear, quad-
ratic or cubic effect at the . 10 level. However, net farm income 
tended to show a quadratic effect. 
The annual payment, x
7
, has a strong positive effect on net farm 
income. The regression coefficient was significant at the .005 level . 
Apparently a larger annual payment meant a larger amount of the debt 
retired by 1961 and, thus, less interest expense. 
The orthognal comparison of the two livestock areas against the 
other economic areas, x9 , was significant at the .025 level. It was 
expected from Table 35 that this relationship would exist since the two 
livestock areas had the highest net farm income in 1961 . The sign of 
the test is negative because of the negative sign of the orthognal 
coefficients assigned to these two areas. 
The size of the down payment, x13 , had a negative effect on net 
farm income that was significant at the . 05 level. In Table 15 it 
was shown that as the size of the down payment increased the proportion 
of the group that limited their operating capital increased. Appar-
ently with a larger down payment the buyer 's income earning ability 
was restricted to a larger extent . 
The size of the operating unit, x15 , had a strong positive effect 
on net farm income . The regression coefficient was significant at 
the .025 level . The size of the operating unit was the number of acres 
being operated, both owned and rented. 
The amount of working capital, x18 , was highly significant . The 
b value was significant at the . 001 level. Tilis relationship was 
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expected since working capital is a measure of the farmer's ability 
to operate without financial stringency and without requiring new 
financing to expand his operation . 
x10 , the comparison of the western livestock area to the eastern 
livestock area, was not quite significant at the . 10 level. The b17 
value was - . 04 which indicates that it was costing the operator about 
4 percent for the use of the capital that was borrowed. 
The F-test is used as an over all test of the significance of the 
regression (Table 39) . The F-test was significant far past the .01 
level . However, the percentage of the variation explained by our mul-
tiple regression equation, R2 , is only .508 . 
Table 39 . Analysis of variance and the 
regression in explaining net 
Degrees 
Source of of 
variation f r eedom 
Due to regression 15 
Deviation from regression 98 
Total 113 
Computed F = 55.44l, 660 = 6 . 7396 
8,226,190 .4 
F~§ ( . 01) = 2 . 23 
significance of the overall 
farm income 
Sum 
of Mean 
squares squares 
831 , 624,900 55 , 441,660 
806 . 166. 710 8 , 226 , 190 . 4 
1,637,791,600 
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SUMMARY AND CONCLUSIONS 
The proportion of credit financed farmland transfers has increased 
rapidly since World War II . During the past decade the use of the land 
contract has grown significantly as an aid in meeting the growing 
problem of financing land ownership . One of the chief characteristics 
of the land contract is that it allows the buyer to acquire ownership 
of the land with a low down payment. In this study the down payment as 
a percent of the purchase price ranged from 0 to 50 percent. The 
aver age down payment was 20.9 percent of the purchase price. 
Debt is an outside source of capital supply with which the owner's 
capital may be aided during times of need. The amount of debt or 
liabilities decreased from the year the farm was purchased to 1962 . 
The decrease in the liabilities is due to the reduction in the long-
term debt. The long- term debt decreased from $24,166, the year the 
farm was purchased, to $16,005, in 1962 . The short-term debt i ncreased 
from $3 ,032, the year the farm was pur chased, t o $4, 600 in 1962 . 
The liabilities represent the creditors claim t o the assets, and 
the net worth is the amount of the farmer's claim. The ratio of ne t 
worth t o t o t a l assets indicates the source of funds to which the capital 
be longs. In the beginning period the average proportion of assets 
owned by the farmer was 44 percent . By 1962, the average per centage 
o f owned capital had increased to 72 percent . This indicates a 
growing control of the assets by the farmers. 
The results of this study s ugges t several significant factors 
associated with financial progress. Financial progress is defined 
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as the average gain in net worth per year . The class of farm, the 
amount of operating capital, the year the farm was purchased, the amount 
of the down payment and the size of the operating unit were variables 
that had a strong positive effect on financial progress. The amount 
of the beginning net worth and the amount of off-farm income had a 
significant negative effect on financ i al progress. 
The class of farm was expected to have a positive effect on 
financial progress since the farms are classified according to the 
soil, the size of the unit in relation to the type of farming, normal 
net earnings and the ability of the farm to support indebtedness. 
The effect of class of farm was significant at the .01 level. 
The amount of operating capital, total assets minus the purchase 
price , for the year the farm was purchased apparently is closely 
associated with the amount of financial progr ess . The regr ession 
coefficient was significant at the .005 probability level . The size 
o f the down payment , significant at the . 05 level , was probably 
positively associated with financial progress because a larger down 
payment leaves a smaller unpaid balance on which interest is pai d . 
The larger opera ting units apparently yielded larger incomes and, 
t hus , allowed their owners to achi eve higher levels of financial pro-
gress . The size of the operating unit was highly significant, .001 
level . 
Larger off-farm incomes apparently took more time away from the 
farmer for operating his farm and reduced the rate of financial pro-
gress . The negative effect of off-farm income was significant at the 
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. 005 level . The significant negative effect of beginning net worth, 
.01 level, indicates that those buyers with higher beginning net worth 
experienced less financial progress per year than the lower levels of 
net worth . 
The size of the annual payment, size of the operating unit and the 
amount of working capital were factors that had strong positive effects 
on net farm income in 1961 . The regression coefficients of these 
variables were significant at the .005, . 025 and .001 levels of prob-
ability, respectively . The size of the down payment had a negative 
effect on net farm income that was significant at the . 05 level . The 
western and eastern livestock areas had significantly larger incomes 
than the cash grain, northeast dai r y and southern pasture areas. This 
comparison was significant at the . 025 level . 
The buyer and seller are faced with both advantages and dis-
advantages in the use of the land contract . The features of the land 
contract vary in importance between both parties . The land contract 
may be extremely flexible in content . This advantage is favorable to 
both the buyer and the seller and allows each party to put the features 
in the contract that are most important to them. 
There are two major advantages of the land contract from the 
buyers viewpoint . First, it enables him to acquire ownership in the 
land with a low down payment . Tile down payment is usually much lower 
than when financing with a loan and mortgage . This enables a farmer 
to achieve ownership at an earlier age than with a mortgage or cash 
plan . Second, a low down payment enables the buyer to hold a larger 
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proportion of his net worth in the form of operating capital. Returns 
to operating capital, which includes machinery and livestock, are usu-
ally higher than on investments in land. 
Several additional advantages have been pointed out by Krausz 
(9, p. 3-4) : (1) Frequently the yearly installments can be arranged 
so that they are equal to or even slightly less than the amount the 
purchaser could expect to pay if he were renting the farm; (2) Since 
the buyer is the beneficial owner and expects to acquire full legal 
title, he can make permanent improvements on the land or long-term 
capital investments with reasonable assurance that they will not be 
lost; (3) As beneficial owner, the buyer takes all profits from the 
farm and must meet only his installment obligation to the seller; 
and (4) It is possible, particularly in family arrangements, to 
secure lower interest rates than if funds were borrowed from an out-
side source. 
The main disadvantages of the land contract for the buyer are: 
(1) If he defaults, he forfeits his capital improvements and previous 
payments on the contract ; (2) There is a substantial interest cost 
par ticularly at the beginning of the contract . With a low down payment 
a large proportion of the purchase price remains unpaid at the time of 
purchase; (3) The annual payment may be much higher than under the 
long-term mortgage-cash purchase due to the low down payment and a 
short-term contract. He also has the payment of property tax, main-
tenance cost, insurance and other ownership costs. The buyer may be 
left too short on capital to follow good farm management practices; 
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and (4) The buyer may feel an insecurity of ownership because the legal 
title remains with the seller . 
The major advantages of the land contract from the seller's 
standpoint are: (1) He may have a relatively rapid and inexpensive 
means of repossessing the farm in case of default; (2) He may greatly 
reduce his total capital gains tax payments . The land contract allows 
spreading the income tax gain from the sale over the period of the 
contract if the payments in the year of the sale are less than 30 
percent of the selling price; (3) The seller may receive a higher price 
because the low down payment puts it within the means of more potential 
buyers. That is, the contract increases the demand ; (4) The seller 
doesn't have to reinvest his money in something else . The contract 
allows the seller to keep his money in a business that he understands : 
(5) The seller can use the regular installment payments as a retirement 
income . The interest on the unpaid balance of the purchase price 
supplements income ; and (6) The seller has a way t o help a relative or 
friend who lacks enough capital to buy with a conventional mor tgage 
arrangement. 
The major disadvantage to the seller is the risk of a low down 
payment. The buyer's low equity in the contract makes it a high risk 
loan. Another disadvantage to the seller is that there is no establish-
ed rediscount market for land contracts involving farm land . Many 
sellers are retiring farmers subject to the diseases and other uncer-
tainties of old age which may call for large amounts of cash within 
short periods. In the light of thi s fact, the absence of a rediscount 
market takes on added significance (1, p . 391) . 
72 
BIBLIOGRAPHY 
1. Elefson, R. Vern. The rediscount market for land contracts . 
Land Economics 36: 391-394. November, 1960 . 
2. and Raup, Philip M. Financing farm transfers with 
land contracts. Minnesota Agricultural Experiment Station 
Bulletin 454. 1961 . 
3 . Fitzgerald, John w. Selling farms on land contract. The Farm 
Quarterly 14, No . 4: 66, 140-147. 1960. 
4. Gadsby, Dwight Maxon. Iowa farm land values creep up in 1962. 
Iowa Farm Science 17, No. 8: 3-4. February, 1963. 
5. Graham, Benjamin and Meredith, Spencer B. The interpretation of 
financial statements . New York, N. Y. Harper and Brothers 
Publishers. 1937. 
6. Harris, Marshall and Roan, James E. Installment land contracts 
in Iowa. Unpublished typewritten manuscript. Ames, Iowa . Dept . 
of Econ. and Soc., Iowa State Univ. of Sci . and Tech. 1958. 
7. Heady, Earl o. Economics of agricultural production and resource 
use. Englewood Cliffs, New Jersey. Prentice-Hall, Inc. 1952. 
8. Hill, Elton B. and Fitzgerald, John w. The land contract as a 
farm finance plan. Michigan Agricultural Experiment Station 
Special Bulletin 431 . 1960. 
9. Krausz, N. G. P. Installment land contracts for farmland . Univ . 
of Illinois Extension Service in Agriculture and Home Economics 
Circular 823. 1960 . 
10 . Kutish, Francis . Analysis of the land contract; a means of farm 
financing with special reference to its use in seven Iowa counties, 
1932-40. Unpublished M. S . thesis. Ames, Iowa. Library, Iowa 
State Univ. of Sci . and Tech . 1941. 
11 . Mann, Fred L. A comparative study of laws relating to low-equity 
transfers of farm real estate in the North Central Region. 
Missouri Agricultural Experiment Station Research Bulletin 782. 
1961. 
12 . Murray, William G. and Maas, Willard . Iowa farm land value holds 
steady in 1961. Iowa Farm Science 16, No. 8 : 3-4 . 1962 . 
73 
13. Nelson, Aaron G. Credit as a tool for the agricultural producer. 
Iowa State Univ. of Sci. and Tech. Cooperative Extension Service 
Pamphlet 262. 1960. 
14. Reiss, Franklin J. Getting started and established in farming 
with and without family help. Univ . of Illinois Extension Service 
in Agriculture and Home Economics Circular 822. 1960. 
15. Roan, James E., Harris, Marshall and Timmons, John F. Land con-
tract or mortgage? Iowa Farm Science 14, No. 5 : 15-18. 1959. 
16 . Shepherd, Geoffrey . Land Values increased, why not farm incomes? 
Iowa Farm Science 15, No . 12 : 8-10. 1961 . 
17. Smith, Robert S . Buying a farm on contract . Hoard's Dai ryman 
105: 977-1010 . 1960 . 
18. Sullivan, Gene D. Does increasing debt mean that Louisiana 
farmers are going broke? Louisana Rural Economist 25, No. 2: 
7-9. May, 1963. 
19 . U. S. Department of Agriculture. Economic Research Service . 
Cost and returns; commercial corn belt farms, 1962 . u. s. 
Department of Agriculture Economic Research Service [Public-
ation] No . FCR-9. February, 1963. 
20 . Economic Research Service. Farm r eal estate market 
developments. u. s. Department of Agriculture Economic Research 
Service [Publication] No . CD-61 . June , 1962. 
21. Wall, Alexander. Basic financial statement analysis . New Yor k, 
N. Y. Harper and Brothers Publishers . 1942 . 
74 
ACKNOWLEDGMENTS 
The author wishes to express his gratitude to Dr . John F . Timmons 
for his helpful criticism and suggestions in gathering and interpreting 
the data in this study . Appreciation is also extended to Dr . Wayne A. 
Fuller for his guidance in the statistical analysis. 
Further acknowledgment is extended to all others who have con-
tributed to this study. The Farm Credit Administration sponsored the 
study; the Federal Land Bank classified the farms in the sample; and 
Dr . Marshall Harris made the data of the 1956 study readily available . 
